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The process of enhanced differentiation within the developing world in the
course of the past two decades has been especially marked by the emergence of
the so-called SICs or semiindustrialized countries. The new prominence of this
fast growing middle tier of countries, along with the dramatic rise of OPEC,
has been instrumental in transforming the landscape within the South, as well
as relations between North and South. To the naked eye, moreover, it would
appear that the members of this middle class of developing countries have
experienced a similar pattern of development over the past two decades —
characterized by high overall growth rates and an especially rapid growth of
manufacturing, including a rise in manufacturing exports. On closer examina-
tion, however, we may become convinced that there really are two very distinct
types of SICs to consider, one which may in shorthand — and imperfectly —
be called the Latin-American type, the second the East Asian type.
This distinction focuses on two important and related dimensions of per-
formance — one having to do with marked differences in the underlying suc-
cess of their industrial export performance, the other with the internal balance
between growth and distributional outcomes. Moreover, I shall examine the
causes of the divergence which lie partly in differences in the endowment con-
ditions and partly in the nature of the policy choices made over time in the
two subsets of countries.
The East Asian SICs both pose a challenge and present an opportunity to
their Latin-American counterparts. The challenge is best summarized by their
substantially superior industrial export performance over the past two decades
which has worried not only the developed countries. The opportunity is repre-
sented by the extent their example happens to be relevant to current Latin-
American trade and development objectives.ASIA'S SUPEREXPORTERS 205
Any effort to "explain" the contrasting export performance of the East
Asian and Latin-American SIGs leads toward the acceptance of the notion that
some sort of underlying typological approach to development makes sense. This
means that we believe in the existence of a family affinity among some of the
Latin-American SICs, for example, Argentina, Brazil, Colombia, and Mexico,
just as there exists a family affinity among some of the East Asian SICs, for
example, Korea, Taiwan, Hong Kong, and Singapore. It clearly does not mean
that we believe important, and conceptually instructive, differences do not
exist within any one subfamily of LDCs; Latin Americans, in particular, will
rightly bridle at the notion of "the" Latin-American case. Rather, it means that
intratypology variances in either endowment or behavior may be less marked
than across typologies, and that this methodological approach, while admittedly
somewhat casual, may nevertheless be analytically useful.
Developing countries' attempted transitions to modern growth are necessarily
circumscribed by their initial conditions, including their colonial heritage, and
other economic-geographic factors such as resource endowment, location, and
so on. The historical experience we have been able to analyze to date, moreover,
permits us to formulate an "evolutionary" view of development, that is, one
based on the identification of subphases of transition characterized by somewhat
differing structures and changing modes of operation among the three main
sectors, agriculture, nonagriculture, and foreign. Such phases, of course, repre-
sent a combination of economic progressions and changing policy packages,
with a good deal of filling and backing and many "gray areas." In discussing
movements between one phase and the next we are, moreover, talking about
gradual changes in the way the system is driven rather than anything either
abrupt or complete. Nor, I wish to emphasize, is there anything inevitable about
any particular sequence of phases. I shall, however, find it useful to contrast
the actual Latin-American and East Asian SIC experience from this longi-
tudinal vantage point. The interplay between the forces of a dynamically
changing endowment picture and the intervention of policies either to accom-
modate or mute these forces is, of course, an essential element in analyzing these
contrasts in phasing and performance.
The family affinity among the Latin-American SICs can be summarized in
terms of their joint Iberian colonial heritage, a relatively early start for their
postcolonial transition growth effort, their fairly large size (on the average),
and their endowment which is relatively natural-resources-rich but characterized
generally by remaining pockets of a not very literate unskilled labor surplus on
the land. At the beginning of serious postcolonial transition growth efforts —
whether these are dated more appropriately in the 1880s or the 1930s — we
are left with the heritage of a colonial period which focused heavily on extrac-
tive primary export activities within a preassigned scheme of the international
division of labor.206 EXPORT DIVERSIFICATION
In contrast, the East Asian SICs are relatively smaller-sized and located in a
population-dense and natural-resources-poor region, with favorable levels of
literacy for a large labor surplus population and a colonial experience which
varied between British entrepot interests in the (for us) less interesting city
states of Hong Kong and Singapore, and heavy Japanese attention to the rural
sector and the extraction of food crops in the more relevant cases of Korea and
Taiwan.
The two contrasting colonial or pretransition phases may be pictured in Panel
1 of the accompanying chart. Under colonialism both the Latin-American and
the East Asian NIGs' agricultural sector A produces the domestic food supply
(Df) for the households H plus exportable goods (Xa) which help "finance"
the import of nondurable consumer goods (Mcn) flowing from the foreign sec-
tor F. Given the relative larger size of the typical Latin-American case more
domestic industries supplying a portion of the domestic market for, say, textiles
undoubtedly existed, but large portions of the domestic market for these goods
were satisfied via imports in both cases. Another difference, not captured by
the chart, resides in the commodity content of the primary export, consisting
generally of minerals and raw materials requiring very specific kinds of large-
scale infrastructural investments (ports, railways) in the case of Latin America,
and of rice and sugar, requiring generally small-scale infrastructural invest-
ments (irrigation, roads), as well as organizational innovations (for example,
land reform and the creation of farmers' associations) in the case of East Asia.
Both the East Asian and Latin American SICs — as virtually all other LDCs
— initiated their transition effort by moving into primary import substitution
(PIS) during their respective postindependence periods. According to this
pattern, captured in the chart, panel 2, an increasing portion of the primary
product earnings (Xa) is diverted from the importation of nondurable consumer
goods {Men) and toward the importation of producer goods {Mp) which per-
mit the emergence and growth of so-called primary import substitution indus-
tries in the nonagricultural sector NA which is now able to produce these tex-
tiles (Dcn) to substitute gradually for the previously imported variety (Mcn)
in the domestic market. It is this subphase of growth, fueled by primary product
exports (and, of course, supplemented by foreign capital imports) that entails
several statistically observable substitution phenomena, including the gradual
reduction of consumer goods imports relative to producer goods imports.
Panels (2a) and (2b) are again virtually equivalent, with one significant ex-
ception, that is, there may be need for some net imports of food {Mf), even
at this stage, in some of the Latin-American SICs.
1
The overall performance of the two systems during the PIS subphase is not
so very different on the surface (see the Appendix Country Statistical Indicator
Tables). Per capita income growth rates (Row 1) were modest, if respectable,
with the relative reallocation of the labor force to nonagriculture 9 (Row 2)ASIA'S SUPEREXPORTERS 207
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proceeding rapidly in both cases. The economies, even the smaller ones of East
Asia, remain basically inward-oriented, as the often-recited interventionist
package of protectionist industrial and foreign exchange policies trend the
system toward autarky. Saving rates (Row 3) are modest, investment rates
(Row 4) substantial, and distributional indicators, where available (Rows 5
and 6), heavily influenced by relatively low rates of employment generation,
everywhere generally unsatisfactory.
On fuller examination, however, we may note the existence of underlying
differences even during this subphase which yield their repercussions on per-
formance later on. One has to do with the relatively better performance of
agricultural productivity in the East Asian case, as a consequence of the com-
bination of their better colonial "preparation," and a lesser relative neglect dur-
ing the primary import substitution phase itself. Second, the level of effective
protection was generally lower in the East Asian than in the Latin-American
case, making its contribution to a somewhat lower temperature in the industrial
hothouse. This is important in assessing the more recent experience of these
two types of SICs. As traditional land-based entrepreneurs are converted into
industrial entrepreneurs, the level of protection and of profit transfer needs to be
high enough for infant industry reasons but not so high or persistent as to dis-
courage entrepreneurial maturation.
As is well known, this process of primary import substitution (PIS) growth
must inevitably terminate once all nondurable consumer goods imports (Mcn)
have been substituted for by domestic output {Dcn); further industrialization
Table 1











































Sources: UN Commodity Trade Statistics Statistical
Papers, Series D. Taiwan 1977 — Monthly Trade
Figures, Taiwan Statistical Office. UN Yearbook of
International Trade Statistics, 1950.
aConsumer nondurable {Cn) industries • 61 leather,
etc., 65 textiles, 84 clothing, 851 footwear, 892
printed matter, 64 paper, paperboard, etc.
Computation not completely comparable to others due
to lack of SITC data.ASIA'S SUPEREXPORTERS 209
of this type, directed to the domestic market, then has to slow to the pace of
population plus per capita income growth. Another indicator of the exhaustion
of PIS is the decline of the Mcn/M ratio which, as Table 1 indicates, reaches
a low-level plateau in most cases by the early 1960s. Larger countries as repre-
sented by the Latin-American SICs may take a longer time to reach domestic
market saturation in this sense — witness the fact that Latin America took at
least 20 years (1930-50) to arrive at this point (possibly much longer, 1880-
1950) while the East Asian SICs took approximately a decade, 1953-63.
The societal decisions reached to avoid a cul de sac at this point in the transi-
tion growth effort may be the most important in explaining the more recent
divergence in the performance of our two types of SICs. Once PIS came to its
inevitable end, the East Asian SICs moved into primary export substitution as
their second transition phase, while their Latin-American counterparts contin-
ued with import substitution but now of the secondary (or capital and con-
sumer durable goods) type (see Panel 3 of the chart).
In the East Asian case (Panel 3a) we now encounter the new phenomenon
of primary export substitution (PES), that is, the export of the same nondur-
able consumer goods into world markets. Such penetration is facilitated by the
increased ability of the now more experienced industrial entrepreneurs to com-
bine with the abundance of unskilled labor while taking advantage of ac-
commodating changes in the overall economic policy package in the direction
of lower protection and increased liberalization in various markets. The emer-
gence of a new type of unskilled-labor-based export (Xcn), gradually replacing
the traditional primary product export (Xa), is due to both negative and posi-
tive factors. Negatively, the basic limitation of natural resources — quite aside
from the running out of domestic markets for nondurable consumer goods —
will force a change in the structure and operation of the system. Positively, the
gradual building up of the system's human resources provides the ingredients
for the establishment of efficiency-oriented industries which send labor-em-
bodying manufactured goods to world, especially developed country, markets.
The sustained march of primary export substitution in the East Asian SICs
of Korea and Taiwan during the 1960s and early 1970s can be captured by the
rapidly rising proportion of total exports which are manufactured (see Appen-
dix Country Statistical Indicators, Row 9). Moreover, the rapidly rising over-
all growth of exports and participation of these systems in the world economy is
documented by the growth of total exports (row 10) and of the external orienta-
tion ratio X/GNP (row 11), which has reached perhaps the highest levels in
the world (50 percent) in Korea and Taiwan.
It is this rapid increase in industrial exports which has earned the East
Asian SICs the title of superexporter and which has drawn the attention of
of both the DCs and the Latin-American SICs. It is based, of course, on what
constitutes a remarkable domestic development performance which has drawn210 EXPORT DIVERSIFICATION
less attention — namely, the ability of the export-oriented industrial sector to
absorb quickly its unemployed and underemployed labor at fairly stable real
wages. The pursuit of such an employment-sensitive growth path, aided by a
strategy of small-scale, rural-oriented industrialization and even faster (than
earlier) agricultural productivity change yielded not only extremely rapid
rates of per capita income increase but also the achievement of good and im-
proving income distribution performance — even before all the labor surplus
was mopped up by the early 1970s.
2 Once the Asian SICs' labor surpluses had
run out, first in Taiwan, then in Korea, real wages began to rise and the
comparative advantage in labor-intensive manufactured goods gradually
disappeared.
As a consequence, the East Asian countries' industrial output mix shifted
towards more skilled labor, technology, and capital-intensive goods, both for
the domestic and then the export markets. This so-called secondary import cum
secondary export substitution phase (see Panel 4a of the chart) reinforces ele-
ments already present in the earlier subphases, that is, moving along the product
cycle in continuing response to gradual changes in the endowment. Capital
goods and consumer durables, and so on, are now produced for the home
market (-DC(j) and exported (Xca). A related phenomenon is the more or less
complete atrophy over time of the domestic agricultural sector, an activity in
which the East Asian SICs do not have a long-run comparative advantage. As
a consequence we may note that food imports (Mf) became necessary from the
beginning in Hong Kong and Singapore, quite early in Korea (which did less
well with its own rural sector), and currently in Taiwan. The international
market responsiveness of the East Asian SICs during this period is best demon-
strated by their ability to overcome formal and informal quota arrangements
in the advanced countries, international recession, inflation, and even the post-
1973 OPEC crisis. This is not to say that the current crisis in the world economy
is leaving the East Asian SICs entirely unscathed — witness the large foreign
debt of Korea, for example — but that an amazing record of growth and ex-
port performance has been compiled over the past two decades in spite of all
this.
In the case of the Latin-American SICs, in contrast, once primary import
substitution industrialization ended, around 1950, the system moved directly
into a secondary import substitution (SIS) phase (see the chart, Panel 3b).
This meant the establishment of more skilled labor-, capital-, and technology-
intensive industries capable of producing previously imported capital goods and
consumer durables and processing raw materials previously processed abroad
(Dca). It also meant a continuation of development "hacia adentro," including
the maintenance, if not intensification and broadening — now to include capital
goods, and so on — of the protectionist- and controls-oriented policy structure of
the previous phase. Table 2 indicates the comparative level of effective protec-
tion in the mid-1960s for a representative of each of the SIC families as wellASIA S SUPEREXPORTERS 211
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Sources: S. Korea, Charles R. Frank, Kwang Suk Kim, and Larry E. Westphal,
Foreign Trade Regimes and Economic Development: South Korea (New York: Co-
lumbia University Press, 1975); Brazil and Philippines, Bela Balassa and others,
The Structure^ of Protection in Developing Countries (Baltimore: Johns Hopkins
Press, 1971).
as for the Philippines (about which more later). The extent of protection on
nondurable consumer goods is negative in Korea at this point but substantial
elsewhere. With respect to consumer and capital goods, on the other hand, we
note much higher effective protection rates in the case of both Brazil and the
Philippines. Moving directly into SIS regimes thus meant none of the major
shifts in the direction of exchange rate and other market liberalizations which
the East Asian SICs had undertaken in the early 1960s.
Another, and closely related, distinguishing feature of the Latin-American
case is, of course, their continued relative abundance of natural resources, which
permits the continued exportation of traditional raw materials and/or the
supplementation of traditional by new ones (Xa). Unlike the East Asian case
where import substitution, of whatever kind, is necessarily somewhat short-lived,
in Latin America it can continue to be fueled even as it becomes more and212 EXPORT DIVERSIFICATION
more "expensive" in terms of possibly increasing deviations from socially opti-
mal industrial output mixes and technologies.
By the late 1960s and early 1970s secondary import substitution in Latin
America had generally been modified to include export promotion (see Panel
4b of the chart). This, in contrast to export substitution, we define as the
selective encouragement of particular industries or even firms by administra-
tive action in order to "push out" exports in the absence of a general change
in the structure of protection, or market liberalization. Export promotion re-
quires subsidization either via public sector fiscal transfers, interest rate differ-
entials, tariff rebates, and so on, or alternatively, via private sector subsidization
or price discrimination induced or cajoled by assuring the same companies a
continuation of high windfall profits in protected domestic markets. The in-
crease in industrial export orientation here is caused not by a product cycle
type of evolution resulting from increased entrepreneurial maturation respond-
ing to changing resource endowment and accompanied by accommodating
changes in general economic policy. Instead, it is the consequence of additional
controls and incentives planted "on top of" the existing import substitution
superstructure. Domestic content and export targets are imposed, as the overall
protective veils on intermediate inputs and on relative prices governing primary
inputs are left intact. As industrial exports have become increasingly recognized
as a "good thing" — even by Prebish and his ECLA followers — commodities
up the technology and capital intensity ladder have moved into domestic pro-
duction (DCd) and exports (Xca), most often sequentially, sometimes simul-
taneously. Automobile assembly is a case in point as increasing domestic com-
ponent requirements are linked with increased export quotas.
The Latin-American SIC development path is clearly much less overall ex-
port-oriented (see X/GNP in Appendix Country Statistical Indicators, row 11),
and with a lower proportion of manufactured exports than the East Asian
cases. Note that the proportion of the population in nonagriculture 9 (see Row
2) is not that different across the two types of SIGs by the mid-1970s, the end
of the period; but notice also that the rate of increase in 6 over the past 20
years has been much more pronounced in the East Asian cases — in spite of
the relatively higher population growth rates during that period in Latin
America.
The relative neglect of food-producing agriculture seems to have continued,
perhaps even been exacerbated, during the SIS/EP phase. As Table 3 indi-
cates, the representative East Asian SICs start with somewhat higher cereal
yields than the Latin American SICs in 1950 (with other, natural-resource-rich,
Asian LDCs somewhat intermediate); but what is most impressive is the
divergence in yield growth rates thereafter. Net food imports (Af/) have be-
come an increasingly important factor in these relatively natural-resource-rich
Latin-American SICs (for example, Mexico), over time. Export cash cropsASIA S SUPEREXPORTERS 213
which are generally likely to be less labor-intensive than domestic food crops
are favored by a research and relative price intervention system geared to the
need to continue channeling these export proceeds into import-substituting
industries. Unskilled industrial real wages are, moreover, likely to increase more
in these cases (see Table 4), partly as a consequence of the relative rise in the
prices of agricultural wage goods and partly as a result of enhanced unionization
and minimum wage legislation accompanying prolonged import substitution.
As mentioned earlier, Latin-American growth and savings rates are generally
respectable, if lower than in the East Asian cases (see Rows 1 and 3). There is,
Table 3
INDEXES OF MAJOR CEREAL CROP YIELDS* (annual growth in parentheses)





































































































































Sources: All figures are from FAO Production Yearbooks, 1966, 1970, and 1977, except
Taiwan 1975-77 which are estimates based on multiplying 1970 yield by an index of rice
yields from Republic of China, Statistical Yearbook, 1978.
"figures are the cereal crop to which the most acreage is devoted. For Brazil and
Mexico corn yields are used. All other countries' yield statistics are for paddy rice.


























































Source: "Wage Tables for Latin America and the Carribbean Countries," Swadesh Bose, unpublished
World Bank Development Economics Department, mimeo, 1979.214 EXPORT DIVERSIFICATION
Table 5





















































































Source: Computed from UN Commodity Trade Statistics, Statistical Papers, Series D; For Taiwan
1977 • Monthly Trade Figures, Taiwan Statistical Office.
however, a striking discrepancy in the equity indicators (Rows 5 and 6), re-
sulting from the combination of less attention to food-producing agriculture and
labor-intensive industries serving international markets.
In summary, what looks superficially like a paler, Latin-American version of
the same East Asian success story (see Table 5a) is actually quite different.
As seen in Table 5b, the composition of industrial exports was consistently
biased against nondurable consumer goods in the Latin-American cases, with
the exception of Colombia. Only in the 1970s did Korea and Taiwan begin
to shift markedly towards more capital-intensive industrial exports. Even when
similar SITC categories of goods are being produced in and exported from
both sets of SICs the competitiveness at international prices undoubtedly varies
markedly, with La tin-American intermediate inputs, for example, having to be
procured domestically, and with primary factor markets considerably more
distorted. It is striking, for example (see Table 6), that both with respect to
the export of all manufactured goods and the export of nondurable consumer
goods, there is a tendency for the Latin-American SIGs to sell a larger and —
even more meaningfully — increasing proportion of the total to other LDCs.
Sales within the Andean Pact countries, for example, are more like sales in a
protected domestic market. Quite the opposite trend is in evidence for the
East Asian SICs who are generally increasing their already high sales to the
developed countries, especially in the case of the nondurables where their com-
parative advantage has been presumably highest, at least until 1970. As in-
ternational trade theory would lead us to expect, a larger proportion of the more
labor-intensive exports in the East Asian cases have been destined for the more
advanced country markets.ASIA'S SUPEREXPORTERS 215
In Latin America, food production and rural industry continue to languish,
relative to potential; substantial pockets of unemployment and underemploy-
ment persist, as do poverty and worsening levels of income distribution inequal-
ity. The question which inevitably arises, from the point of view of Latin-
American policymakers, is the proximate cause, in nature and in man, of the
particular path these economies have taken, and to what extent it is or should
be reversible. I intend, finally, to turn attention to these issues.
II.
The prior analysis and the necessarily circumstantial evidence presented in-
dicate that the Latin-American SICs "skipped" the labor-intensive primary
export substitution phase and were, as a consequence, unable to mobilize their
cheap unskilled labor effectively en route to economic maturity. It was their
relatively abundant land-based exports which permitted them to move directly
into the production and export of more sophisticated industrial products. It
also permitted them the relative luxury of not fully mobilizing domestic food-
producing agriculture and, if necessary, importing food instead.
The underlying relative abundance of natural resources — supplemented, it
should be noted, by foreign capital inflows (both of the equity and portfolio
variety) — makes its impact felt in two related ways. One, by rendering the sys-
tem's underlying exchange rate "strong," it effectively discourages labor-in-
tensive exports, ceteris paribus, from being competitive; in its extreme form
this is the so-called Kuwait Effect, in the case of the oil-exporting countries.
Second, there is the related opiate or cushion effect of ample export proceeds
which makes it possible for the system politically to "afford" continued heavy
protectionism and moving into more and more "expensive" or capital-intensive
areas in which it does not necessarily have a comparative advantage — at least
not yet.
The availability of ample natural resources and/or foreign capital can thus
be viewed as permitting the system to continue on its old tracks, thus avoiding
Table 6














































































































































Source: Same as for Table 5. Nonmarket economies not included.216 EXPORT DIVERSIFICATION
the political and, at least short-term, economic pain of having to move to a
different policy package. Growth rates can in this way be maintained — just
by adding more fuel to the engine — and difficult decisions postponed. The
contrast with the East Asian cases which, at the end of their PIS phase, could
not afford to pay for a prolongation of import substitution, but were forced by
necessity to turn to the utilization of their human resources, is clear. While
additional resources, in theory, should be able to ease the actual and psycho-
logical adjustment pains, they can use, and in the real world are often used, to
put off — or entirely avoid — difficult decisions.
In the Latin-American SIC cases, in other words, many decades of import
substitution growth have led to encrusted habits and strong vested interest
groups able to resist reforms or even marginal policy change. The relatively
strong natural resources base permitted the society to channel its "windfall"
returns both to the workers and the entrepreneurs in the protected industrial
enclave. Under such conditions of bilateral oligopoly real industrial wages
could be raised, even in the presence of substantial unemployment and the
absence of sustained agricultural productivity increases, by means of govern-
ment-supported union pressure and/or minimum wage legislation (see Table
4 for the contrast in wage behavior). Long before substantial pockets of unem-
ployment and underemployment have been eliminated by labor absorption and
growth, higher wages thus encourage the substantial "skipping" of the labor-
intensive export phase. Higher-than-normal entrepreneurial returns and higher-
than-normal wages for elite workers result. To the extent sectoral clashes on
distribution occur, these may result in inflation, but the availability of ample
land-based exports and/or foreign capital are bound to cushion such clashes and
permit the system to continue on its path.
With some zigs and zags, this has been the general Latin-American SIC ex-
perience. The only events likely to bring it to an end are either the ultimate
running out of a sufficiently large natural resources base, for example, Brazil
in the face of rising oil import requirements, or Mexico (a couple of years ago)
having difficulty in attracting the customary volume of commercial capital
flows; or, on the other hand, the population's unwillingness to permit the contin-
ued nonparticipation of substantial portions of economic actors and the re-
sulting inequities in the distribution of income. The most recent economic
policy changes in Brazil may represent a mixture of both these pressures com-
ing to the fore and forcing a reassessment of policies.
Whether a strong desire really exists, beyond the rhetorical level, to respond
to employment and distributional problems in the typical Latin-American
SIC is a subject of some controversy which I am ill-equipped to deal with.
However, the extent to which the Latin-American SICs have, in fact, lost op-
portunities, and the extent to which such losses are reversible inevitably repre-
sent relevant issues of importance to policymakers and need to be addressed.ASIA'S SUPEREXPORTERS 217
One way of establishing an upper-bound estimate of "what might have been"
had the Latin-American SICs not decided to skip the PES phase, is to estimate
the value of manufactured exports for each had it maintained its base-year, say
I960, market share. In that base year, the beginning of the rapid PES subphase
in Asia, the two Asian SICs had 0.19 percent of the world market in industrial
exports, compared with 1.2 percent of Latin-American counterparts. By 1975,
however (see Table 7) the global market share of the East Asians had in-
creased eight times while that of the Latin Americans had remained about
constant. Looking at individual countries, note that both Taiwan and Korea
vastly expanded their market share, while those of Chile, Mexico, and Colom-
bia declined, with only Brazil as an outstanding exception. It is, moreover, im-
portant to note that even in the LDG market in which they are relatively
favored, the Latin-American SICs have been losing market shares.
Even in the most difficult, post-1973, years I should point out, the East
Asian SICs have been able to maintain — or better, restore — healthy indus-
trial export growth rates from an already high base, in spite of the combination
of energy price rises, global inflation, recession, and increased DC protectionism,
which has been devastating for non-oil LDCs generally. The growth rate of
DC-manufactured imports from LDCs, for example, fell from 23.3 percent in
1973-74 to .3 percent in 1974-75 but recovered to 39.8 percent by 1975-76.
Similarly, Korean manufactured exports rate of growth dropped to 9.5 percent
in 1974-75 from 39 percent in 1973-74 but recovered to 63 percent by 1975-76.
In spite of the increased DC-protectionist response which has accompanied
the superexporters' success in recent years, it should be noted, of course, that
LDC-manufactured exports still constitute only a tiny, if growing, fraction of
MANUFACTURED EXPORTS — MARKET SHARES











































































Source: UN, Yearbook of International Trade for country statistics; UNCTAD, Hand-
book of International Trade and Development Statistics for world and total developing
country statistics, except Taiwan, 1975, Monthly Trade Figures, Taiwan Statistical
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global industrial exports; in 1955, for example, the developed market econ-
omies bought only 4 percent of their imported manufactures from LDCs; by
1976 this proportion, however, had almost doubled, to 7.8 percent. The annual
growth rates, even in the comparatively "difficult" 1970-76 period, were 29
percent for DC purchases from LDCs versus 18 percent from the DCs. Similarly,
there has been substantial growth, if from a low base, in intra-LDC manufac-
tured trade, with LDC imports from other LDCs growing by a 27 percent an-
nual average during 1970-76 versus 26 percent for such imports from DCs.
The continued contrast in the growth rate of manufactured exports between
the specific two sets of countries, in spite of the large difference in the initial
base already established by the time of the first OPEC crisis, is vividly demon-
strated in the empirical record.
The really important question is, of course, to what extent Latin Americans
should consider the divergent East Asian experience as a "natural" consequence
of different endowment conditions, and to what extent of different policy
choices which might be reversible. As with most important questions, this one
is rather difficult to answer definitively. What we can and will do, instead, is
once again appeal to comparative historical analysis to shed some light on the
question.
Societies in some sense act like individuals and are likely to take the road
of lesser resistance if they can "get away with it." Thus, the relative natural
resources abundance of Colombia, Mexico, and Brazil clearly biased their
transition growth phasing toward the Latin-American type as I have outlined
it. More natural resources and/or more foreign capital inflows can clearly be
used to help ease the transition from one policy regime to another but, just as
easily, they can be used to avoid what for some interest groups represent un-
pleasant changes, for example, the need to seek earned profits in manufactured
exports as a replacement of windfall profits in manufacturing for domestic
markets. In an odd Toynbeeian sense the problem of the East Asian SICs was
indeed easier. There were no real alternatives; the agricultural sector could
be viewed as a temporary, if important, source of fuel, but the system's long-
run comparative advantage had to be sought for elsewhere, that is, in the sys-
tem's human resources, first unskilled, then skilled.
To some extent clearly, the "skipping" of the primary export substitution
phase in Latin America was thus a politically convenient decision rather than
the simple consequence of resources and exchange rates. Protectionist devices
were generally maintained and reinforced; agricultural productivity neglected;
real wage rates raised; and selective industrial export subsidies administered.
But many of these policies can also be reversed, and currently existing sub-
stantial pockets of unskilled surplus labor productively absorbed. The dubious
benefit arising from temporary natural resource bonanzas can be controlled by
running a surplus and trying to sterilize the inflows, as Chile (and the UK)ASIA'S SUPEREXPORTERS 219
is now attempting to do. Minimum wages — and the power of unions — can
be permitted to lag in real terms. And rural sectors can be given some real at-
tention for the first time, both in terms of a shift to smaller-scale infrastructural
investments and better internal terms of trade. Given the relatively larger size
of the Latin American SICs, larger attention to domestic balanced growth as
part of the strategy is probably indicated. Most of all, a reversal of develop-
ment strategies requires a redress of the neglect of food-producing agriculture
as is currently under way in both South Korea and some of the Latin American
SICs, particularly Brazil (see Table 3).
Real world economies, of course, move in ambiguous nonmonotonic paths,
lurching forward in one direction one year, partly retracing their steps the
next. Moreover, as pointed out earlier, they are too complicated to be packaged
into neat typologies or transition phases. In fact, it is that very grayness and
ambiguity which also supports the positive argument for substantial residual
flexibility within any given system at any given point in time.
This point is perhaps best demonstrated by pointing out that Korea and
Brazil have been deviating sufficiently from their own "families" in recent
years to have several elements in common. There can be little doubt that there
have been substantial elements of export promotion along with export sub-
stitution in the Korean situation, especially since 1968 — witness the setting of
firm export targets combined with substantial arm-twisting or implied threats
concerning the withdrawal of other favors. Korea's relative early neglect of agri-
culture (with respect to its own reference group, see Table 3) combined with a
rapid primary export substitution drive in the 1960s meant foreign capital
had to be relied on much more heavily than, say, in Taiwan, both to help
finance food imports and rapid industrial expansion.
3 Similarly, Brazil's per-
formance, particularly between 1963 and 1973 — and perhaps again currently
— contains substantial elements of export substitution, yielding a burst in shoe
and textile production and exports. While it is too early to tell, indications are,
moreover, that Brazil may be seriously concerned with mobilizing the domestic
balanced growth blade of such a strategy with the required help of a spurt in
the hitherto neglected food-producing agricultural sector.
Other support for the potential reversibility of the Latin-American transition
pattern may be offered by looking very briefly at a third group of countries, the
potential future SICs of Asia, that is, Malaysia, Indonesia, and the Philippines.
These countries have natural resource endowments and other characteristics
which place them somewhere between the East Asian and Latin-American
SICs. Their performance with respect to growth and equity (see the Appendix
Country Indicator Tables) has quite similarly been somewhat "intermediate,"
best for Malaysia, followed by Indonesia, and perhaps worst for the Philip-
pines. With respect to phasing, they have essentially been following a Latin-
American SIC transition growth sequence, moving from a colonial pattern220 EXPORT DIVERSIFICATION
after World War II, to primary import substitution in the 1950s and to sec-
ondary substitution in at least the Philippines since then. As the East Asian
SICs successfully mopped up their surplus labor and as their wages rose, they
moved, one by one, into secondary import substitution/export substitution dur-
ing the late 1960s and early 1970s; there are clear signs, moreover, that the
other Asian countries, Malaysia in particular, are currently making an effort
to step into the labor-intensive export niche being vacated. Indonesia still
seems to be doing somewhat less well in avoiding a Kuwait Effect coupled
with adverse policy changes; and the Philippines, while it has the potential,
is not as yet seriously in the running.
As Latin-American policymakers ponder both the challenge and the op-
portunity arising from the East Asian historical example they may well — and
in fact frequently have cited — cite the "specialness" of these cases, either in
terms of favored access to capital and markets or a more favorable interna-
tional environment generally in the 1960s as compared with the 1980s. Yet
one must also add to the record of, say, Taiwan that it had to overcome sub-
stantial disadvantages, including not only the poverty of natural resources,
but also two major economic/political upheavals followed by the continuous
drain of high defense expenditures, and increasingly severe protectionist re-
strictions by the US and Europe, accompanying its success in export substitu-
tion growth.
The niche in world trade labeled "labor-intensive manufactured goods" is,
of course, not limited in size but expandable in terms of both variations in qual-
ity characteristics and markets, including among the developing countries
themselves. In the final analysis, the question of whether Latin-American SICs
will be persuaded that a change in the direction of policy is both feasible and
desirable depends as much on the capacity for political reform mongering as
on the technical issues raised. But it is certainly necessary, if not sufficient, for
such policymakers to be convinced that "moving back" toward a more agri-
culture- and labor-intensive industry-oriented growth path is likely to enhance
growth along with equity objectives more dependably than grafting export




(1) Calculated from indexes in UN, Statistical Yearbook, 1978 (United
Nations Publication Sales No. E/F.79.XV11.1), pp. 698-702. Refers to com-
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COUNTRY STATISTICAL INDICATORS, LATIN AMERICAN SICs - ARGENTIHA
1950 1960 1965 1970 1973 1974 1975 1976 1977
(1) Annual real per capita -0.4 2.8 2.9 3.3 5.1 -2.9 -4.0 3.1
GOT growth rate (Z)
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COUNTRY STATISTICAL INDICATORS, LATIN-AMERICAN SICs - BRAZIL
1950 1960 1965 1970 1973 1974 1975 1976 1977
(1) Annual real per capita
GNP growth rate (%)









exports (Z) as Z of
total exports
(8) Mineral exports (Z)
as Z of total exports
(9) Manufactured exports
(Z) as Z of total
exports
(10) Annual total export -0.4 6.7 9.9 28.0 10.1 0.5 8.9 9.3
(X) growth rate (Z)
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(10) Annual total export 4.1 5.1 11.4 -6.9 69.6 -38.7 19.9 -0.9
(X) growth rate (Z)
(11) Total exports/GNP — — 11.1 15.8 12.9 17.1 20.4 21.5 19.6
Appendix Table 6
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(10) Annual total export -0.5 4.1 3.6 7.4 0.0 -5.3 13.9 31.4
(X) growth rate (Z)
(11) Total exports/GNP 10.9 15.7 11.5 14.6 15.3 14.4 15.4 16.8 16.6ASIA'S SUPEREXPORTERS 225
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COUNTRY STATISTICAL INDICATORS, OTHER ASIAN LDCs - MALAYSIA
1950 1960 1965 1970 1973 1974 1975 1976 1977
(1) Annual real per capita 4.1 — — 7.5 6.3 -2.0 7.0 6.S
GOT growth rate (X) (55-60) (71-73)





(6) Income X of bottom 20X
(7) Agricultural V*
exports (X) as X of
total exports
(8) Mineral exports (X)
as X of total exports
(9) Manufactured exports
(X) as X of total
exports
(10) Annual total export -0.3 -3.7 -4.5 7.2 17.4 -23.7 12.8 7.8
(X) growth rate (X)
UD Total exports/GNP 52.3 56.8 49.0 47.5 43.2 50.5 47.1 53.8 52.2
(55)
Appendix Table 10
COUNTRY STATISTICAL INDICATORS, OTHER ASIAN LDCs - PHILIPPINES
1950 1960 1965 1970 1973 1974 1975 1976 1977
(1) Annual real per capita 3.4 2.2 2.0 3.0 3.2 3.1 5.0 2.9
GNP growth rate (X) (50-59)
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Comments on "Challenges and Opportunities Posed by
Asia's Superexporters: Implications for Manufactured
Exports from Latin America"
Hollis Chenery
World Bank
Professor Ranis identifies some of the essential differences between the
development policies of the East Asian semiindustrial countries (SIGs) and
those of Latin America. To do so he uses a typology to group countries having
similar characteristics and then traces the sequence of development policies for
each group. This approach is particularly useful in explaining differences in
past performance, since it facilitates the identification of critical differences
between the two groups.
These results must be used with caution in drawing policy conclusions for
the future. If we wish to adopt a particular feature of the experience of a given
country, such as Korean export performance or the rural health service of
China, it is hard to know how much of its set of policies and institutions must
be transferred to achieve this objective. This is particularly true of countries
with such large political and cultural differences as those of Latin America
and East Asia.
DIAGNOSIS OF THE PAST
Ranis demonstrates that the type of development strategy followed by the
four East Asian SICs — Hong Kong, Singapore, Taiwan, and South Korea —
has led to both more rapid and better distributed growth than the strategies
followed by the principal Latin-American countries — Argentina, Brazil,
Colombia, and Mexico. To explain these results, Ranis focuses on two main
differences:
(1) The policy of import-substituting industrialization was maintained
much longer in Latin America and extended to intermediate and capital goods,
in which the Latin-American countries did not have a comparative advantage.
In contrast, the East Asian countries shifted to more labor-intensive export
diversification at this stage.
(2) The availability of primary exports has had a perverse effect in permit-
ting Latin-American countries to continue to grow despite high levels of pro-
tection and has made subsequent efforts to reverse these policies and encourage
manufactured exports more difficult.228 EXPORT DIVERSIFICATION
In summary, Ranis focuses on the fact that Latin-American countries have
"skipped" a useful stage in the development of light, labor-intensive industries
that not only serve to expand exports but also increase employment and hence
improve the distribution of income. He suggests that it is not too late for many
Latin-American countries to shift their policies from secondary import sub-
stitution (SIS) to primary export substitution (PES) to achieve these benefits.
To evaluate this diagnosis, it is useful to elaborate these conclusions in more
general terms. East Asian trade and development policy has had two separate
effects: (1) Avoidance of overvalued exchange rates, thus securing adequate
supplies of foreign exchange; and (2) Promoting export-oriented manufactur-
ing based on relatively low labor costs.
In applying this experience to Latin America, I would put much more weight
on the first aspect than on the second. Growth in many Latin-American coun-
tries continues to be hampered by periodic shortages of foreign exchange, and
an export-oriented policy is necessary to remedy this problem. As indicated later,
however, it may not be desirable for every country to specialize in light man-
ufactured exports, particularly if its income level and wage structure do not
lead to comparative advantage in such products.
POLICY OPTIONS
To illustrate better the choices of policy available to Latin America, I shall
adopt a somewhat broader typology that can encompass all semiindustrial
countries rather than just the two extreme cases discussed by Ranis. Three
criteria that combine resource endowments and policy choices will be used
for this purpose: (1) Population size, which is an important determinant of
the level and significance of international trade; (2) Natural resource en-
dowments, which determine comparative advantage in primary exports; and
(3) The existing structure of production and trade, as determined by past
policies.
These criteria help to identify three groups of middle-income countries fol-
lowing different development strategies, as shown in the table. This grouping
will be useful to compare the semiindustrial countries (SICs) of Latin America
with those of other parts of the world. This typology and the corresponding
strategies are discussed in Hollis Chenery and M. Syrquin, Patterns of Develop-
ment (London: Oxford University Press for the World Bank, 1975). The
table includes all of the principal SICs and indicates their per capita export
levels and composition as well as past growth rates of GNP per capita.
Comparing the eight Latin American countries with the full range of SICs
gives a somewhat different perspective from that of Ranis. He omits a group
of seven Mediterranean countries having incomes comparable with Argentina
or Mexico, whose experience in trade and growth has been generally interme-
diate between Latin America and East Asia. Several of them have grown veryASIA S SUPEREXPORTERS 229
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rapidly, but exports have made less of a contribution than in the four super-
exporters of East Asia. Although export growth was generally rapid enough
to avoid balance of payments difficulties — at least until the oil crisis of 1973 —
the phase of primary export substitution stressed by Ranis is much less in evi-
dence (Portugal and, to a lesser extent, Israel are the main examples of PES).
This group also includes several countries — notably Israel and Yugoslavia —
whose performance in income distribution is comparable with East Asia.
This broader comparison leads me to three general conclusions:
(1) The East Asia development pattern described by Ranis is an extreme
form that is likely to be approached by only a few other countries.
(2) There is a much broader group of SICs that have had rapid enough
growth of manufactures to avoid payments bottlenecks. Several larger countries,
such as Spain and Yugoslavia, have developed a diversified pattern of exports
without stressing the PES phase of labor-intensive products. These examples are
more feasible for the larger middle-income Latin American countries than the
sequence followed by the East Asian prototype.
(3) The exchange rate difficulties caused to primary exporters — the Kuwait
(or Venezuela) problem — can be avoided without forgoing the benefits of
this source of foreign exchange. Malaysia and Thailand, for example, illustrate
the possibilities of less protected forms of import substitution that do not lead
to subsequent distortions in the industrial structure. The latter feature of the
Latin-American pattern does not seem to be a necessary consequence of basing
early development on primary exports, even though it is quite common.
Despite these qualifications, the main features of Ranis's analysis and policy
message survive. A further elaboration of his SIC typology should yield addi-
tional rewards. However, it is not necessary to become a superexporter of
manufactures to reap the main benefits for growth and poverty alleviation
that come from greater export orientation and less distorted internal prices.